Section I: Using the Uniform Bank Performance Report for
Financial Analysis

Summary

The Uniform Bank Performance
Report is designed to be used by bank
examiners and bank management
evaluating the financial condition of
banks. By analyzing the data con-
tained in the UBPR, the user can
obtain an overall picture of the bank’s
financial health and can discover con-
ditions that might require further
analysis and investigation. The UBPR
is not designed to replace on-site
examination or investigations but to
supplement present examination pro-
cedures. It also functions as a com-
mon point of financial analysis
between regulator and banker and
can be useful as a part of a bank’s
own internal bank process.

The UBPR presents three types of
data for use in the financial analysis
of abank: (1) the bank’s data, (2) data
for a peer group of banks similar in
size and economic environment, and
(3) percentile rankings. A thorough
understanding of those data groups
and their interrelationships and limi-
tations is essential in order to use the
UBPR effectively. As a general rule,
any analysis should compare the
bank to its peer group, consider the
bank’s trends over time, and also be
aware of trends and changes in peer
group averages.

This users guide does not present
detailed in-depth instructions on
ratio analysis, nor does it assign par-
ticular value to individual ratios or
groups of ratios. Rather, it simply
summarizes one way of using the
UBPR for analysis; other approaches
may be equally effective. Its primary
purpose is to explain the calculations
of individual ratios.

Analytical Considerations

Effective use of the UBPR entails con-
sideration of the level and trend of
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individual ratios and the interrela-
tionship among related ratios. No
single ratio, percentile ranking, or
trend is indicative of a bank’s condi-
tion. Each bank has its own unique
operating characteristics that affect
both its balance-sheet composition
and its income stream. A given bank
may be above or below the peer
group average for a given ratio, how-
ever that information must be con-
sidered in combination with other
related facts including other UBPR
data before its importance can be
determined.

For example, if a bank’s net interest
income (TE) to average assets (UBPR
page 01) is 3.03 percent compared
with the peer group average of 3.96
percent, placing it in the 15th percen-
tile, the bank may appear to be hav-
ing profit-margin difficulties. How-
ever, if the bank’s temporary invest-
ments (UBPR page 10) are 49 percent
of average assets compared with the
peer-group average of 17 percent and
its volatile liabilities are 43 percent of
average assets compared with 19 per-
cent for the peer group, it can be con-
cluded that the bank’s assets and
liability composition is substantially
different from that of its peers. Thus,
a lower net interest income (TE) to
average assets ratio may be normal
and proper, as would be a lower over-
head expense to average assets ratio.
Dependence on large time deposits
and federal-funds purchased in short-
term investments normally produces
narrower profit margins and does not
require as large a building, staff, or
operating budget as engaging more
heavily in retail activities.

However, overhead expenses that are
not well below the peer group mean
for such a bank could be cause for
concern, because of the potential
effect on earnings. As the above
example demonstrates, differencesin
assets and liability composition must
be taken into consideration in order

to properly interpret percentile
rankings and ratio variations between
the bank and its peer group. By
employing percentile rankings and
peer-group data as general guides
or points of reference, rather than as
strict bench marks, and by being
aware of the interrelationship
between the bank’s balance sheet and
its income statement, analysis may
focus on those areas of a bank’s
operation that merit concern, thus
providing a more complete under-
standing of the entire bank.

Method of Review

The introductory page of the UBPR
describes the bank’s current peer
group and the name and address of
its holding company, if applicable.
The primary financial analysis begins
on UBPR page 01 with a review of
summary ratios.

The Summary Ratios page (Page 01)
presents the bank’s average assets
and net income in dollars; perfor-
mance ratios, asset and liability man-
agement data, capital ratios, and
growth rates. It also shows percen-
tile rankings and peer-group aver-
ages. This page provides direction for
analysis of the other sections of the
report. After the summary ratios sec-
tion has been analyzed, the bank’s
earnings section can be evaluated
using a “Decision Tree” analysis
approach. Note that the UBPR is
organized so that ratios on page one
are supported by details on subse-
guent pages. This approach is an
attempt to explore how ratios are
interrelated and how one ratio can
affect other ratios, thus allowing the
analyst to trace the source of a par-
ticular performance characteristic to
its root cause.

For example, the interplay of rates
earned on assets or paid on liabilities
and the volume or mix of such assets
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and liabilities is segregated in the
decision tree analysis.

Each component of a ratio and of each
succeeding ratio can be determined
by referring to Section Ill, where the
method of calculating each ratio is
explained. Exhibit I-1 charts the sys-
tematic process a user might follow
in analyzing a bank’s net
income to average assets ratio.

Rather than trace each earning com-
ponent separately, the analyst may
review the earnings page in sequence
to analyze the trend and interrela-
tionships of these components while
tracing their causes. Concurrently, the
analyst may identify conditions that
may be cause for concern and find
corroborative evidence of conditions
noted during the review of the sum-

mary ratios. This method allows for
an orderly progression of thought and
helps the analyst develop a percep-
tion of the bank as a whole.

This method of page-by-page review
may be extended to the other sec-
tions of the UBPR. After completing
the review of the last page of the re-
port, the user should have a relatively
comprehensive overview of the
bank’s financial condition and, pos-
sibly, a list of causes for concern that
warrant further inquiry.

Peer Group, State Average and
Distribution Reports

The UBPR Peer Group Report and
State Average Report present ratio
averages for peer groups and States,

respectively. These reports are used
to analyze conditions and trends in
these banking industry groups. The
group averages do not constitute nor-
mative or ideal values, nor does a
group’s set of averages necessarily
constitute the typical financial struc-
ture of banks in that group. Each av-
erage stands by itself as a typical mea-
sure or middle point for that ratio
within that group. Similarly, the dis-
tribution reports, which show sev-
eral percentiles values for UBPR
ratios are designed to show the range
of values that compose a given aver-
age. As such, they provide additional
support to the argument that the av-
erages represent a middle point and
that most banks will fall on either
side of that average. See Section |1 for
technical considerations regarding
averages.
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Net interest income (TE)

[l (toaverage assets)

Net income
(to average assets)

| Fiduciary activities (income)

(if available)

| | Noninterestincome

(to average assets)

Deposit service charges

Net from trading fees
& comms (if avaliable)

Foreign exchange trading
(if available)

Other noninterest income

Personnel expense
(to average assets)

Average assets per
employee—$MM

| | Non-interest expense

(to average assets)

Average personnel expense
per equivemployee—$M

Occupancy expense
(to average assets)

Premises, fixed assets
(to average assets)

Average assets per
domestic office

Other operating expense
(to average assets)

Provision for loan & lease
losses (to average assets)

Realized G/L
held-to-maturity sec

Realized G/L
available for sale sec

Net extraordinary items
(to average assets)

Applicable inc tax (TE)
(to average assets)
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Real estate loans (yield on)

Total loans & leases (TE)

[ (yield on)

Commercial & industrial
loans (yield on)

Interest income (TE)
(to avg earning assets)

| Interestincome (TE)
(to average assets)

Loans to individuals
(yield on)

Agricultural loans
(yield on)

US Treasury & agency
securities (yield on)

Investment securities (TE)

| (yield on)

Municipal securities (TE)
(yield on)

Other debt securities
(yield on)

Interest-bearing bank

|| balances (yield on)

Equity securities
(yield on)

Federal funds sold & repos

] (yield on)

Average earning assets
(to average assets)

Net loans & leases
(to average assets)

Interest expense
(to average assets)

Debt securities

Interest-bearing bank
balances (to average assets)

Federal funds sold & resold
(to average assets)

Trading account assets
(to average assets)

Equity securities
(to average assets)
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Interest expense

[l (to avg earning assets)

| Transaction accounts

(cost of)

Total interest-bearing
deposits (cost of)

Money market account
(cost of)

Interest-bearing funds

7| (to average assets)

Other savings & deposits
(cost of)

CD's large certificates of
deposit (cost of)

All other time deposits
(cost of)

Foreign office deposits
(cost of)

1

Federal funds purchase &
repos (cost of)

Other borrowings (+ note
option)(cost of)

Subord notes & debentures
(cost of)

Interest-bearing tranaction
accounts (to average assets)

Interest-bearing non trans
accounts (to average assets)

Federal funds & repos
(to average assets)

Foreign office deposits
(to average assets)

Other borrowings
(to average assets)

Subord rates & debentures
(to average assets)
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